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The May List of "Winners" and "Losers" Using the Lehman Enhanced 
Momentum (LEM) Model for the S&P 500 and for the FTSE Europe 

Even with the global market volatility during the month of April, the 
Technology sector continues to dominate our list of LEM Winners for 
the S&P 500, while the Cyclical Services, Information and Financial 
sectors dominated the list of LEM Winners for the FTSE Europe. For 
the S&P 500, the most recently constructed LEM Long Winners 
portfolio from three months ago returned 9.6% and the LEM 
Long/Short strategy returned 12.4%, compared to the 2.1% return of 
the S&P 500 over a three-month holding period of February 1 through 
May 8, 2000. 
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The May List of "Winners" and "Losers" Using the Lehman Enhanced 
Momentum (LEM) Model for the S&P 500 and for the FTSE Europe 



The volatility in Nasdaq and S&P 500 stocks over the last 
few weeks has again caused people to re-evaluate the 
viability and success of the Lehman Enhanced Momentum 
(LEM) strategy. In this article, we update the list of 
Winners and Losers produced by our LEM model for the 
S&P 500 and the FTSE Europe. The LEM model consists 
of stocks that are selected based on our previous research 1 
using one-year price momentum and a volume or turnover 
filter as shown in Figure 1. The May portfolio of the 
Winners using the LEM model is shown in Figure 3 
(Figure 6) and the May portfolio of Losers using the LEM 
model is shown in Figure 3 (Figure 6) for the S&P 500 
(FTSE Europe). The following are some conclusions 
from the recent rebalance and performance using the LEM 
strategy: 

• Technology stocks continue to dominate our list of 
LEM Winners for the current quarter for the S&P 
500. 

• After the recent market disruption in April, our 
January 31, 2000 LEM portfolio performed well over 
its three-month holding period for the S&P 500. The 
LEM Long Winners strategy returned 9.6%, while the 
LEM Long Winners and Short Losers strategy 
returned 12.4% compared to the 2.1% return of the 
S&P 500 from February 1, 2000 to May 8, 2000. 
The highest return of the LEM Long/Short strategy 



See "Equity Derivatives and Quantitative Research" standalone piece 
with 10-year backtest of strategy for the S&P 500. "Introducing The 
Lehman Enhanced Momentum (LEM) Model," April 17, 2000. In 
addition, see our "Derivatives Outlook," "The Lehman Enhanced 
Momentum (LEM) Model 'Winners' and 'Losers* After the Market 
Turmoil", April 14, 2000; "The New Winners and Losers of the S&P 
500 Using Turnover and the 'Momentum Life Cycle* Hypothesis", 
November 12, 1999; "The Lehman Momentum Model: A Decade of 
Great Returns and Low Risk", February 18, 2000; "A Momentum 
Strategy for All Seasons", January 7, 2000; Enhanced Index Strategy 
for the S&P 500 Using the 'Winners* of the Lehman Enhanced 
Momentum (LEM) Model", March 17. 2000: "The 'Winners' and 
'Losers' Strategy for Europe", December 10, 1999; 'The 'Winners and 
'Losers' Strategy: An Alpha Strategy that is also a Defensive Strategy 
during Market Declines", December 23. 1999; and "Uptime: December 
List of 'Winners* and 'Losers* for the US (S&P 500)", December 23, 
1999. 



was on March 10, 2000, at 39.4% for the S&P 500 
portfolio. 

• Comparing the May 8, 2000 portfolio to the portfolio 
from three months prior (January 31, 2000) for the 
S&P 500, we found that the number of technology 
stocks in the LEM Winners portfolio increased by 
only 4%. In addition, there has been a slight increase 
in the number of stocks in the S&P 500 Consumer 
Cyclical and Utilities sectors and a slight decrease in 
number of stocks in the Capital Goods, Consumer 
Staples and Basic Industry sectors. 

• For the May 8, 2000 portfolio of LEM Losers, there 
has been an increase in the number of S&P 500 
stocks in the Financial, Consumer Cyclical, Capital 
Goods, Utilities and Transportation sectors and a 
decrease in the number of stocks in the Consumer 
Staples, Technology and Health Care sectors. 

• For the FTSE Europe, the Cyclical Services, 
Information and Financial sectors dominated the May 
8, 2000 portfolio of LEM Winners. The countries 
with the largest distribution of LEM Winners for the 
FTSE Europe were Greece, France, Ireland and Great 
Britain. 

• For the FTSE Europe, the Cyclical Services, 
Financial and Non-Cyclical Consumer Goods sectors 
dominate the May 8, 2000 portfolio of LEM Losers. 
The country with the largest distribution of LEM 
Losers for the FTSE Europe was Great Britain. 

Figure 1: The Lehman Enhanced Momentum (LEM) 
Model 
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Review of the LEM Methodology 

To review our strategy, the lowest ranked decile of the 
past 12 months of price performance is labeled the Losers 
portfolio and the highest ranked decile of the past 12 
months of price performance is labeled the Winners 
portfolio. We determined that one-year price momentum 
is the optimal measurement period for a three- and six- 
month holding period based on prior research 2 . As shown 
in Figure 1, we enhance this basic model by overlaying a 
Volume/Turnover Filter on the one-year price momentum 
of stocks which divides the price momentum decile in half 
for both Winners and Losers, creating the Lehman 
Enhanced Momentum (LEM) model. 

For the S&P 500 (FTSE Europe) index , the 
Volume/Turnover Filter outputs 25 (32) Winners and 25 
(32) Losers. The Volume/Turnover filter identifies the 
low-volume Winners ("glamour" stocks) and high-volume 
Losers (neglected stocks) as stocks that are at the 
beginning of their "Momentum Life Cycle" (MLC) 3 . The 
portfolio using this strategy is equal-dollar weighted and 
market-value neutral by being Long the Winners and 
Short the Losers at the beginning of each holding period. 
Alternatively, some fund managers may only want to buy 
the Winners. 

For our analysis, the portfolios are constructed at the end 
of each quarter and half-year rebalancing period using the 
constituents of the S&P 500 for the United States. We 
found in our previous analysis that three -month and six- 
month holding periods appeared to be the optimal 
investment horizon using one-year price momentum. In 
fact, as the holding period increases to 12 months, reversal 
of momentum based performance may occur in certain 
quarters 4 . 



Conclusions 

We compared the May 8, 2000 rebalanced portfolio of 
LEM Winners and LEM Losers" to the prior three- month 
portfolio of January 31, 1999 to determine the individual 
stock portfolio turnover and S&P 500 sector changes. As 
can be seen in Figures 2 and 3, the portfolio of Winners 
had a 48% stock turnover from the January 31, 2000 
portfolio of Winners, while the portfolio of Losers had an 
average 56% stock turnover from the January 31, 2000, 
portfolio of Losers. 



Figure 2: Selection of LEM Winners on 
May 8, 2000 with a Three-Month Holding Period from 
May 8, 2000 to August 7, 2000 for the S&P 500 



Note ; Sectors are S&P 500 classifications. 
Son ire: Lehman Brothers. 

For the May 8, 2000 portfolio of LEM Winners, there has 
been a slight increase in the number of stocks in the S&P 
500 Technology, Consumer Cyclical and Utilities sectors 
and a slight decrease in number of stocks in the Capital 
Goods, Consumer Staples and Basic Industry sectors. The 
May 8, 2000 portfolio of LEM Winners contained the 
following weights for each S&P 500 Sector: 72% 
Technology, 8% Health Care, 8% Energy, 4% 
Communications, 4% Consumer Cyclicals and 4% 
Utilities. However, the January 31, 2000, portfolio of 
LEM Winners contained the following weights for each 
S&P 500 Sector: 68% Technology, 8% Energy, 8% 
Health Care, 4% Basic Industry, 4% Consumer Staples, 
4% Capital Goods, and 4% Communications. 
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2 See our "Equity Derivative Research Report/' "Winners Will be 
Winners, Losers Will Be Losers: A Tale of Relative Momentum, 
January 13, 1999. 

3 Momentum Life Cycle (MLC) Hypothesis from Charles M. Lee and 
Bhaskaran Swaminathan, "Price Momentum and Trading Volume/' 
Working Paper . Johnson Graduate School of Management - Cornell 
University, June 23> 1999. 

4 See footnote 2. 
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Figure 3: Selection of LEM Losers on 
May 8, 2000 with a Three-Month Holding Period from 
May 8, 2000 to August 7, 2000 for the S&P 500 



Note: Sectors are S&P 500 classifications. 
Source: Lehman Brothers. 

For the May 8, 2000 portfolio of LEM Losers, there has 
been an increase in the number of S&P 500 stocks in the 
Financial, Consumer Cyclical, Capital Goods, Utilities 
and Transportation sectors and a decrease in the number 
of stocks in the Consumer Staples, Technology and Health 
Care sectors. The May 8, 2000 portfolio of LEM Losers 
contained the following weights for each S&P 500 Sector: 
28% Consumer Cyclicals, 24% Financials, 12% Capital 
Goods, 8% Technology, 8% Consumer Staples, 8% 
Transportation, 4% Health Care, 4% Basic Industry and 
4% Utilities. The January 31, 2000, portfolio of LEM 
Losers contained the following weights for each S&P 500 
Sector: 24% Consumer Cyclicals, 24% Consumer Staples, 
16% Financials, 16% Technology, 8% Health Care, 8% 
Capital Goods, and 4% Basic Industry. 

As shown in Figure 4, the January 31, 2000 strategy of 
Long LEM Winners or Long LEM Winners and Short 
LEM Losers performed well compared to the S&P 500. 
However, the April sell-off has reduced the performance 
of the LEM Long/Short strategy from its high return of 
39.4% on March 10, 2000, but the portfolio still provided 
returns higher than the S&P 500 on its rebalance date. 

LEHMAN BROTHERS 



The LEM Long Winners strategy returned 9.6%, while the 
LEM Long Winners and Short Losers strategy returned 
12.4% compared to the 2.1% return of the S&P 500 at the 
end of the holding period. 

Figure 4: Normalized Performance of January 31, 
1999 Rebalanced Portfolio of LEM Winners and 
Losers with a Three-Month Holding Period of 
February 1, 2000 to May 8, 2000 for the S&P 500 



S&P 500 LEM Winners 

- - ■ LEM Losers LEM Win - Lose 
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Note: Returns in the above figure exclude transaction costs. Above 
figure shows the normalized return for the three-month holding period 
after the quarterly rebalance at the end of January 2000. 
Source: Lehman Brothers. 

Figures 5 and 6 show the updated Winners and Losers 
lists for the FTSE Europe for the next three- or six-month 
holding period. The Winners have the following FTSE 
Europe sector distribution: 28.125% Cyclical Services, 
18.75% Information, 12.5% Financials, 9.375% Non- 
Cyclical Consumer Goods, 9.375% Basic Industries, 
6.25% Cyclical Consumer Goods, 6.25% Non-Cyclical 
Services, 6.25% General Industrials, and 3.125% Utilities. 
The LEM Winners for the FTSE Europe have the 
following geographically distribution: N 37.5% Greece, 
18.75% France, 12.5% Ireland, 12.5% Great Britain, 
6.25% Netherlands, 6.25% Sweden, 3.125% Switzerland, 
and 3.125% Finland. 

The Losers have the following FTSE Europe sector 
distribution: 51.7% Cyclical Services, 19.4% Financials, 
12.9% Non-Cyclical Consumer Goods, 3.2% Basic 
Industries, 3.2% Cyclical Consumer Goods, 3.2% General 
Industrials, 3.2% Utilities, and 3.2% Non-Cyclical 
Services. The LEM Losers for the FTSE Europe are 
54.5% Great Britain, 6.5% Austria, 6.5% Belgium, 6.5% 
Germany, 6.5% Denmark, 6.5% Sweden, 3.25% Greece, 
3.25% Italy, 3.25% Netherlands, and 3.25% Portugal. 
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Figure 5: Selection of the LEM Winners on May 8, 2000 for the FTSE Europe 
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Note: Sectors are FTSE Europe classifications. 
Source: Lehman Brothers. 
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Figure 6: Selection of the LEM Losers on May 8, 2000 for the FTSE Europe 
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Note: Sectors art FTSE Europe classifications. 
Source: Lehman Brothers. 
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Momentum (LEM) Model for the S&P 500 and for the FTSE Europe 



The volatility in Nasdaq and S&P 500 stocks over the last 
few weeks has again caused people to re-evaluate the 
viability and success of the Lehman Enhanced Momentum 
(LEM) strategy. In this article, we update the list of 
Winners and Losers produced by our LEM model for the 
S&P 500 and the FTSE Europe. The LEM model consists 
of stocks that are selected based on our previous research 1 
using one-year price momentum and a volume or turnover 
filter as shown in Figure 1. The May portfolio of the 
Winners using the LEM model is shown in Figure 3 
(Figure 6) and the May portfolio of Losers using the LEM 
model is shown in Figure 3 (Figure 6) for the S&P 500 
(FTSE Europe). The following are some conclusions 
from the recent rebalance and performance using the LEM 
strategy: 

• Technology stocks continue to dominate our list of 
LEM Winners for the current quarter for the S&P 
500. 

• After the recent market disruption in April, our 
January 31, 2000 LEM portfolio performed well over 
its three-month holding period for the S&P 500. The 
LEM Long Winners strategy returned 9.6%, while the 
LEM Long Winners and Short Losers strategy 
returned 12.4% compared to the 2.1% return of the 
S&P 500 from February 1, 2000 to May 8, 2000. 
The highest return of the LEM Long/Short strategy 



! Sce "Equity Derivatives and Quantitative Research" standalone piece 
with 10-year backtest of strategy for the S&P 500, "Introducing The 
Lehman Enhanced Momentum (LEM) Model," April 17, 2000. In 
addition, see our "Derivatives Outlook," "The Lehman Enhanced 
Momentum (LEM) Model 'Winners* and 'Losers* After the Market 
Turmoil'*, April 14, 2000; "The New Winners and Losers of the S&P 
500 Using Turnover and the 'Momentum Life Cycle' Hypothesis", 
November 12, 1999; "The Lehman Momentum Model: A Decade of 
Great Returns and Low Risk", February 18, 2000; "A Momentum 
Strategy for All Seasons", January 7, 2000; "Enhanced Index Strategy 
for the S&P 500 Using the 'Winners* of the Lehman Enhanced 
Momentum (LEM) Model", March 17. 2000: "The 'Winners' and 
'Losers* Strategy for Europe", December 10, 1999: "The 'Winners and 
'Losers* Strategy: An Alpha Strategy thai is also a Defensive Strategy 
during Market Declines", December 23, 1999; and "Updaie: December 
List of 'Winners' and 'Losers* for the US (S&P 500)", December 23, 
1999. 



was on March 10, 2000, at 39.4% for the S&P 500 
portfolio. 

• Comparing the May 8, 2000 portfolio to the portfolio 
from three months prior (January 31, 2000) for the 
S&P 500, we found that the number of technology 
stocks in the LEM Winners portfolio increased by 
only 4%. In addition, there has been a slight increase 
in the number of stocks in the S&P 500 Consumer 
Cyclical and Utilities sectors and a slight decrease in 
number of stocks in the Capital Goods, Consumer 
Staples and Basic Industry sectors. 

• For the May 8, 2000 portfolio of LEM Losers, there 
has been an increase in the number of S&P 500 
stocks in the Financial, Consumer Cyclical, Capital 
Goods, Utilities and Transportation sectors and a 
decrease in the number of stocks in the Consumer 
Staples, Technology and Health Care sectors. 

• For the FTSE Europe, the Cyclical Services, 
Information and Financial sectors dominated the May 
8, 2000 portfolio of LEM Winners. The countries 
with the largest distribution of LEM Winners for the 
FTSE Europe were Greece, France, Ireland and Great 
Britain. 

• For the FTSE Europe, the Cyclical Services, 
Financial and Non-Cyclical Consumer Goods sectors 
dorninate the May 8, 2000 portfolio of LEM Losers. 
The country with the largest distribution of LEM 
Losers for the FTSE Europe was Great Britain. 

Figure 1: The Lehman Enhanced Momentum (LEM) 
Model 
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Figure 2: Selection of LEM Winners on 
May 8, 2000 with a Three-Month Holding Period from 
May 8, 2000 to August 7, 2000 for the S&P 500 
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Review of the LEM Methodology 

To review our strategy, the lowest ranked decile of the 
past 12 months of price performance is labeled the Losers 
portfolio and the highest ranked decile of the past 12 
months of price performance is labeled the Winners 
portfolio. We determined that one-year price momentum 
is the optima] measurement period for a three- and six- 
month holding period based on prior research 2 . As shown 
in Figure 1, we enhance this basic model by overlaying a 
Volume/Turnover Filter on the one-year price momentum 
of stocks which divides the price momentum decile in half 
for both Winners and Losers, creating the Lehman 
Enhanced Momentum (UEM) model. 

For the S&P 500 (FTSE Europe) index, the 
Volume/Turnover Filter outputs 25 (32) Winners and 25 
(32) Losers. The Volume/Turnover filter identifies the 
low- volume Winners ("glamour" stocks) and high- volume 
Losers (neglected stocks) as stocks that are at the 
beginning of their "Momentum Life Cycle" (MLC) 3 . The 
portfolio using this strategy is equal-dollar weighted and 
market-value neutral by being Long the Winners and 
Short the Losers at the beginning of each holding period. 
Alternatively, some fund managers may only want to buy 
the Winners. 

For our analysis, the portfolios are constructed at the end 
of each quarter and half-year rebalancing period using the 
constituents of the S&P 500 for the United Stales. We 
found in our previous analysis that three-month and six- 
month holding periods appeared to be the optimal 
investment horizon using one-year price momentum. In 
fact, as the holding period increases to 12 months, reversal 
of momentum based performance may occur in certain 
quarters 4 . 



Conclusions 

We compared the May 8, 2000 rebalanced portfolio of 
LEM Winners and LEM Losers" to the prior three- month 
portfolio of January 31, 1999 to determine the individual 
stock portfolio turnover and S&P 500 sector changes. As 
can be seen in Figures 2 and 3, the portfolio of Winners 
had a 48% stock turnover from the January 31, 2000 
portfolio of Winners, while the portfolio of Losers had an 
average 56% stock turnover from the January 3J, 2000, 
portfolio of Losers. 



Note: Sectors are S&P 500 classifications. 
Source: Lehman Brothers. 

For the May 8, 2000 portfolio of LEM Winners, there has 
been a slight increase in the number of stocks in the S&P 
500 Technology, Consumer Cyclical and Utilities sectors 
and a slight decrease in number of stocks in the Capital 
Goods, Consumer Staples and Basic Industry sectors. The 
May 8, 2000 portfolio of LEM Winners contained the 
following weights for each S&P 500 Sector: 72% 
Technology, 8% Health Care, 8% Energy, 4% 
Communications, 4% Consumer Cyclicals and 4% 
Utilities. However, the January 31, 2000, portfolio of 
LEM Winners contained the following weights for each 
S&P 500 Sector: 68% Technology, 8% Energy, 8% 
Health Care, 4% Basic Industry, 4% Consumer Staples, 
4% Capital Goods, and 4% Communications. 



2 See our "Equity Derivative Research Report/* "Winners Will be 
Winners, Losers Will Be Losers: A Tale of Relative Momentum, 
January 13, 1999. 

3 Momentum Life Cycle (MLC) Hypothesis from Charles M. Lee and 
Bhaskaran Swaminathan, "Price Momentum and Trading Volume," 
Working Paper . Johnson Graduate School of Management - Cornell 
University, June 23 ? 1999. 

4 See footnote 2. 
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Figure 3: Selection of LEM Losers on 
May 8, 2000 with a Three-Month Holding Period from 
May 8, 2000 to August 7, 2000 for the S&P 500 
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Note: Sectors are S&P 500 classifications. 
Source: Lehman Brothers. 

For the May 8, 2000 portfolio of LEM Losers, there has 
been an increase in the number of S&P 500 stocks in the 
Financial, Consumer Cyclical, Capital Goods, Utilities 
and Transportation sectors and a decrease in the number 
of stocks in the Consumer Staples, Technology and Health 
Care sectors. The May 8, 2000 portfolio of LEM Losers 
contained the following weights for each S&P 500 Sector: 
28% Consumer Cyclicals, 24% Financials, 12% Capital 
Goods, 8% Technology, 8% Consumer Staples, 8% 
Transportation, 4% Health Care, 4% Basic Industry and 
4% Utilities. The January 31, 2000, portfolio of LEM 
Losers contained the following weights for each S&P 500 
Sector 24% Consumer Cyclicals, 24% Consumer Staples, 
16% Financials, 16% Technology, 8% Health Care, 8% 
Capital Goods, and 4% Basic Industry. 

As shown in Figure 4, the January 31, 2000 strategy of 
Long LEM Winners or Long LEM Winners and Short 
LEM Losers performed well compared to the S&P 500. 
However, the April sell-off has reduced the performance 
of the LEM Long/Short strategy from its high return of 
39.4% on March 10, 2000, but the portfolio still provided 
returns higher than the S&P 500 on its rebalance date. 

Lehman Brothers 



The LEM Long Winners strategy returned 9.6%, while the 
LEM Long Winners and Short Losers strategy returned 
12.4% compared to the 2.1% return of the S&P 500 at the 
end of the holding period. 

Figure 4: Normalized Performance of January 31, 
1999 Rebalanced Portfolio of LEM Winners and 
Losers with a Three-Month Holding Period of 
February 1, 2000 to May 8, 2000 for the S&P 500 
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Note : Returns in the above figure exclude transaction costs. Above 
figure shows the normalized return for the three -month holding period 
after the quarterly rebalance at the end of January 2000. 
Source: Lehman Brothers. 

Figures 5 and 6 show the updated Winners and Losers 
lists for the FTSE Europe for the next three- or six- month 
holding period. The Winners have the following FTSE 
Europe sector distribution: 28.125% Cyclical Services, 
18.75% Information, 12.5% Financials, 9.375% Non- 
Cyclical Consumer Goods, 9.375% Basic Industries, 
6.25% Cyclical Consumer Goods, 6.25% Non-Cyclical 
Services, 6.25% General Industrials, and 3.125% Utilities. 
The LEM Winners for the FTSE Europe have the 
following geographically distribution: 37.5% Greece, 
18.75% France, 12.5% Ireland, 12.5% Great Britain, 
6.25% Netherlands, 6.25% Sweden, 3.125% Switzerland, 
and 3.125% Finland. 

The Losers have the following FTSE Europe sector 
distribution: 51.7% Cyclical Services, 19.4% Financials, 
12.9% Non-Cyclical Consumer Goods, 3.2% Basic 
Industries, 3.2% Cyclical Consumer Goods, 3.2% General 
Industrials, 3.2% Utilities, and 3.2% Non-Cyciical 
Services. The LEM Losers for the FTSE Europe are 
54.5% Great Britain, 6.5% Austria, 6.5% Belgium, 6.5% 
Germany, 6.5% Denmark, 6.5% Sweden, 3.25% Greece, 
3.25% Italy, 3.25% Netherlands, and 3.25% Portugal. 
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Figure 5: Selection of the LEM Winners on May 8, 2000 for the FTSE Europe 
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Not?: Sectors are FTSE Europe classifications. 
Source: Lehman Brothers. 
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Figure 6: Selection of the LEM Losers on May 8, 2000 for the FTSE Europe 
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Note: Sectors are FTSE Europe classifications. 
Source: Lehman Brothers. 
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